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THE " WHITE HOUSE
WASHINGTON

Mr. President:

The attached represents

Larry Woodworth's assessment
of the welfare reform proposals
and is passed along from

Bert Carp. + S .

(The original may still be
over at Treasury.)

Rick
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MEMORANDUM FOR: THE PRESIDENT

FROM: FRANK PRESS

SUBJECT: Spacecraft Nuclear Powered Devices

You asked (Tab A) what would happen if a Radioisotope Thermoelectric
Generator (RTQG) used to power the Voyager spacecraft were to rupture.

The RTGs are fueled by plutonium 238 sources encased in spherical
crash-proof containers. There are 72 of these fuel spheres aboard

each Voyager spacecraft, with each sphere containing about one-half
pound of plutonium. There is much experience in the design and con-
struction of RTGs, with twenty previous space missions having used them.

Under almost all failure modes of the Voyager launcher, there are
totally insignificant consequences in terms of radiocactivity release even
if the fuel spheres ruptured. In such cases, the fuel would either impact
harmlessly on land or in the ocean, or be vaporized upon re-entering
the atmosphere.

When launched, the Voyagers will be under control of a Range Safety
Officer. If he senses a malfunction, he will guide the launcher to
destruction over the ocean. The fuel spheres would most likely remain
intact. If the launch were aborted over the pad ~- before the Range
Safety Officer could act -~ and if the fuel spheres were to rupture by
landing on concrete or steel, small chunks of plutonium could be re-
leased. This would occur in an evacuated area and no one would likely
receive measurable exposure. The worst case that can be hypothesized
at launch involves one of the spheres rupturing and then being vaporized
by burning solid propellant. Exposures from the vapor cloud would be
very small. However, there are contingency procedures -- involving
evacuation and clean-up -- for dealing with this extremely remote case.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

JuL 25 1977

MEMORANDUM FOR: THE PRESIDENT

FROM: Bert Lance A@"’"’

SUBJECT: Extension of the Indochinese Refugee
Assistance Program

You recently approved Secretary Vance's request that 15,000
Indochinese Refugees be paroled to the U.S., but you with-
held a formal announcement pending a decision on extension
of the Indochinese Refugee Assistance program for the
approximately 150,000 at present in the U.S. and what
support would be provided to the newly admitted refugees.

HEW Proposal for the Previously Admitted Refugees (150,000)

Secretary Califano has requested approval to seek extension
for three years of the Indochinese Refugee Assistance
program which, by law, will terminate on September 30, 1977.

The HEW proposal would provide special Federal aid for those
refugees who qualify only for State general assistance.
Those who meet the eligibility criteria for the Aid to
Families with Dependent Children (AFDC) or Supplemental
Security Income (SSI) programs when the present refugee
program ends on September 30 would be picked up under

those programs. Under the HEW proposal, social and medical
services, cash assistance, special employment, training,

and mental health projects and State/local administration
would be eligible for Federal financing.

The key elements of the program are displayed below:

Extended Federal Assistance to Refugees

1978 1979 1980 1981

Federal share (%) 100 75 50 0

Federal cost ($ in millions) 98 63 36 0



Background

In 1975, the Congress enacted a special assistance program
for the approximately 150,000 refugees fleeing Indochina.
The refugees were brought to staging camps in the U.S. and
released under the aegis of State or private voluntary
agencies for resettlement in various parts of the country.
Upon resettlement, HEW began to reimburse the States 100%
for welfare and medical expenses of needy refugees. (At
present, about 36% of the refugees receive cash assistance
and that number is expected to grow to 40%.) A per capita
payment was made to school districts where school-age
refugees were resettled, and grants were also made to
improve the job skills and language abilities of the
refugees.

As the special Federal support terminates on September 30,
1977, the refugees would have to receive welfare and

medical assistance under the regular national public
assistance programs, for which the Federal Government
provides about 55% of the costs, or under the State

general assistance programs which at present receive no
Federal funds. HEW estimates that roughly three-fourths

of the caseload would fall into the State general assistance
category.

There is strong pressure from certain States and their
congressional delegations (especially California and
Minnesota) to extend the present program because of the
continuing burden that the refugees represent and because
the presence of the refugees in this country is the result
of Federal actions. Congressman Pete Stark of California
has already introduced such a bill to extend the program
on a more liberalized basis than the HEW proposal.

The refugees continue to experience high, and growing, rates
on public assistance (36% of refugees were on public assis-
tance in the most recent survey). While as many as 94% of
the male heads of households are employed, they tend to

have relatively low-paying jobs and large numbers of
dependents, so that they qualify for welfare (usually for
the States' general assistance). HEW anticipates that as
many as 30% of the refugees could be eligible for States'
general assistance.

Senator Humphrey has written to me in support of extension
of the present special program and indicates that he has
spoken with you on this matter.



Electrostatic Copy Made
for Preservation Purposes

Options for Extending the Existing Program for the
Previously Admitted 150,000 Refugees

HEW Proposal - Seek legislation to phase down the Federal
support for the present program over the next three years.
Limit the program to persons and services not covered

by the national public assistance programs. HEW
estimates the three-year cost at $197 million.

Advantages: Responds to the fact that the refugees
represent a continuing special burden on the States,
yet limits the scope and the level of special Federal
assistance. Places a definite end-point in time on
the special Federal program.

Disadvantages: Reduces the level and extent of Federal
support when the States' Indochinese welfare recipients
are increasing.

Selective Support - Phase down Federal assistance at a
faster rate (i.e., 75%, 50%, 25% vs. HEW's 100%, 75%,
50%) and eliminate the special projects and social
services contained in the HEW proposal. Rely, instead,
on other Federal programs (such as CETA and Title XX
social services) and especially on existing discre-
tionary funding to meet such needs. We estimate the
three-year cost at $146 million.

Advantages: Similar to Option #1, and in addition
could serve the refugees more via regular programs
with a broader array of services, thus enhancing the
likelihood of terminating the special Federal program
on the scheduled termination date.

Disadvantages: Similar to Option #1, but would place

a greater burden on the States and thus raise stronger
opposition. Also, requires a more active effort by

the States, and greater receptivity by program officials,
to utilize alternative regular programs to meet the
refugees' needs.

As you may wish to gain greater State cooperation in resettling
the refugees, the higher resource level associated with HEW's
proposal prompts us to recommend its adoption.

Decision

HEW Proposal (recommendei/?y OMB, NSC, Eizenstat)

Selective Support Alternative i:jf?gnded by Lipshutz)
Other M’ ,.Z/
- [0“// MV

W
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Options for Providing Special Federal Assistance to
the 15,000 Indochinese Refugees About to be Paroled

Provide 100% Federal funding for three years for public
assistance and related expenditures that would help

the refugees become employed and self-supporting.

HEW estimates the three-year cost at $36 million.

Advantages: Recognizes the special and distinct
burden the new refugees represent for States and
localities (and is parallel to treatment of the
earlier refugees), and may thereby enhance the
chances for success in phasing down special assis~
tance for the 150,000 refugees already in the U.S.

Disadvantages: Treats the new group of refugees
differently from the refugees already admitted,

which may result in administrative burdens on States
and localities, and raise pressure to provide support
for the present 150,000 refugees on the same basis
(i.e., 100% Federal funding) as the 15,000 new
refugees. Contrasts with the phase-~down in Federal
support for the refugees at present in the U.S.,

and may thus provide basis for extending support
beyond three years.

Provide 100% Federal funding as in Option #1, but for
a shorter period, e.g., 18 months which would approxi-
mate more closely the amount of time that the original
group of refugees could receive public assistance.

The three~year cost would be approximately $20 million.

Advantages: By shortening Federal support for this
group, this option may enhance termination of all
special Federal support in three years. May encourage
quicker and more successful integration into U.S.
society.

Disadvantages: Lower chances of success with the
Congress since this option places greater burden on
States and is incongruent with the length of support
for the original 150,000 refugees. 1In addition, it
is cumbersome to administer.

Treat new refugees to be paroled in the same way as those
refugees already in the U.S. Costs would be roughly
$18 million.






THE WHITE HOUSE

WASHINGTON

Date: July 26, 1977

i MEMORANDUM

FOR ACTION:

5 B
. 2T
Stu Eizenstat®®™** _
Bob Lipshutz - (e eodiA 9044‘/.!
Frank Moore
Jack Watson f\U \ o

Joe Aragon
Zbig Brzezinski ﬁ-\)““'\“‘&

FOR INFORMATION:

The Vice President

FROM: Rick Hutcheson, Staff Secretary

SUBJECT:

Lance's memo dated 7/25/77 re Extension of the
Indochinese Refugee

Assistance Program.

TIME:

- DATE:

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

11:00 A.M.
DAY: Thursday

July 28, 1977

ACTION REQUESTED:
X _ Your comments
Other:

STAFF RESPONSE:
| concur.
Please note other comments below:

No comment.

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any guestions or if you anticipate a delay in submitting the required
material, please telephone the Staff Secretary immediately. (Telephone, 7052)
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THE WHITE HOUSE

WASHINGTON

July 28, 1977

MEMORANDUM FOR: RICK HUTCHESON
FROM: JOE ARAGO%}*&
SUBJECT: LANCE MEMO re INDOCHINESE

REFUGEE ASSISTANCE PROGRAM

Please note that I do concur with the Lance
memo.

I would like to stress that with reference
to Question II, I also recommend Option #2,
and fully support the recommendation to
place the refugees on a three-year stepped
program of assistance like that for the
original 150,000 refugees, at the end of
the 18-month period.



THE WHITE HOUSE

WASHINGTON

July 29, 1977

MEMORANDUM FOR: THE PRESIDENT

FROM: STU EIZENSTAT S’.A/\.
FRANK RAINES

SUBJECT: Indochinese Refugee

Assistance Program.

Bert Lance has sent you a memorandum recommending you approve
a request by Secretary Califano for a budget amendment to
extend the Indochinese Refugee Assistance Program.

There are two issues requiring your decision. First, whether
the program for the 150,000 previously admitted refugees

should be phased out over three years rather than terminated

on September 30. Second, how should welfare expenses be —
handled for the 15,000 refugees about to be admitted.

OMB Agrees that the program for current refugees should not

be terminated September 30, which is a change from the
position the Administration took in its FY 1978 budget. They
present you with two options on phasing out the program over
three years. One option proposed by HEW would reduce federal
assistance from 100% the first year to 75% and 50% in sub-
sequent years. An alternative is to have a2 75% federal match
the first year, then 50% and 25% in later years. The federal
government currently pays 100% of the costs. We concur with
OMB that the phase out proposed by HEW is preferable. Not only
will it help to maintain state cooperation in future resettle-
ments but it will also give states time to adjust their pro-
grams to pick up the declining federal share of expenses.

OMB presents three options on dealing with the welfare expenses
of the 15,000 new refugees. One is to provide 100% federal
funding of their costs for three years. The second is to
provide 100% funding for only 18 months and thereafter treat
these refugees in the same manner as the original 150,000.

The third option is to put them on the phase out schedule of
the current refugee program immediately. The major issue

here is how much of the financial burden should be placed on
the states. The states with large refugee populations can be
expected to resist additional resettlements if they will have



to bear the majority of the costs. We agree with the OMB
recommendation that the federal government pay 100% of the
costs of the new refugees for 18 months and thereafter phase
out the program in line with the program for the current
refugees.

Should you decide to accept the OMB recommendations we will
need to seek a new authorization and a supplemental appro-
priation. Several members of Congress stand ready to lead
this effort on the Hill. It will be important to emphasize
that we are still committed to phasing out the Indochinese
refugee program and that we will resist any efforts to con-
tinue the program as the Cuban program has been continued.

We have begun to meet with the State Department in the inter-
agency effort you directed to develop a long-term policy toward
refugees in Indo~China.



MEMORANDUM 4902

NATIONAL SECURITY COUNCIL

July 28, 1977
MEMORANDUM FOR RICK HUTCHESON
FROM: CHRISTINE DODSON W

SUBJECT: Extension of Indochinese Refugees Assistance Program

The NSC concurs with OMB's support of the HEW proposal concerning
the mode of extending the existing program for the previously admitted
150, 000 refugees.

The NSC concurs with the OMB recommendation of 18 months of
special 100 percent federal support for the 15, 000 refugees about to

be paroled. However, we note that OMB's memorandum to the
President does not clearly state that this is an OMB option which
compromises between Options 1 and 3, It has not been cleared with
other departments as far as we know. Optionl (three yearsof special
100 percent federal support) had earlier been supported by HEW and
Labor.

In addition, the OMB memorandum does not address the legislative
agenda. Given the calendar on the Hill (with the August recess) and
the expiration of the current authorization on September 30, the
Administration's legislative proposal ought to be on the Hill by COB
Monday, August l. It must be reported out of Committee by August 6,
if the Bill is to be considered in September, according to the rules
under which the Congress is now operating. In addition, submission
of the Bill must be done in cognizance that Eilberg will be holding
hearings on the parole issue on August 4. The language of the
Administration's proposal ought to take cognizance of Eilberg's
hearings, in that the request for welfare funding for the 15, 000 should
be stated conditionally and in deference to Eilberg's prerogatives.
The legislative drafters, in short, should be in contact with Clay
McManaway at State, who is now heading the Inter-agency Task Force
dealing with the Indochinese refugee problem.
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WASHINGTON, D.C. 20510

July 8, 1977

The Honorable Jimmy Carter Y

The White House M
Washington, D.C. ;
Y IULASIT

Dear Mr. President:

Recently the Bureau of Labor Statistics changed the release time
for the monthly unemployment figures from 10:00 a.m. to 9:00 a.m. on the
day of the release.

This was done so that the figure would be generally available to
the public before the markets opened. Previously some officials in the
government and members of the press got it as much as an hour before the
release time. There were allegations or suspiciions that it was possible
for such persons, or others who were tipped off, to speculate in the
market using the information not available generally.

Personally, I wholly concur with this change in release time.

However, there is still one exception to this rule. The Commissioner
of Labor Statistics, under an OMB order of long standing, gives the figure
to the Chairman of the .Council of Economic Advisors for transmission to
the President from 24 to 36 hours in advance of its general release.

While the hearings I held today indicate that there have been no
allegations or suspicions that either you or President Ford or Mr. Schultze
or Mr. Greenspan were ever involved in speculation of any kind, some
problems still remain.

Staff members of the Council of Economic Advisors write the memorandum
for the President giving him the figure and its implications. That memo
may be seen by staff in the President's office. It is not known whether
present or past Chairmen of the CEA or you or past Presidents pass the
information on to other high officials in the government whose staff may
also be informed before the official release time.



The Honorable Jimmy Carter
July 8, 1977
page 2

I am therefore writing to urge you to change this policy so that
you and your CEA Chairman get the figures at the same time they are
available to other officials and the press. I suggest this for at Teast
three reasons.

First, there would then be no chance that anyone could be charged
with any speculation based on having early notice of this single most
important figure put out by the government.

Second, in my view there are no major policy actions or decisions
based on the unemployment figure alone which could be or need be taken in
the 24 to 36 hours during which the Chairman of the CEA and the President
have advance notice of the figure.

Third, it is entirely in line with your policy, as exemplified by
walking in the Inaugural Parade and in doing away with portal to portal
Timousine service for White House staff, of an egalitarian Presidency.

For these reasons I urge this course of action.

With best wishes.

Sincerely,

s
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THE WHITE HOUSE
WASHINGTON

Mr. President:
Also attached are analyses of
the HEW/Labor welfare proposals
by:

Schultze

Jim Parham

Patricia Harris (with
comment from Eizenstat)

Rick
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THE WHITE HOUSE
WASHINGTON
July 27, 1977 |

THUR PRESITSINT HAS SEZKy

MEMORANDUM FOR: THE PRESIDENT

FROM:

SUBJECT:

STU EIZENSTAT E;fhka
BERT CARP

FRANK RAINES
BILL SPRING

Welfare Reform Memo

Secretary Califano has provided you with a lengthy memorandum
describing agreements which have been reached by the Depart-
ments of HEW and Labor with respect to the welfare reform

program.

We believe the Departments have worked well and constructively
within the basic themes identified in the Principles announced
May 5, and the constraint of "no new initial cost”.

The new system:

Is simpler and easier to administer;

Contains strong incentives for work, and for
private sector work in particular;

Largely eliminates discrimination against
intact families, and by providing jobs to
family heads strengthens family structure;

Provides benefits uniformly based on present
income, unlike the present AFDC system which
permits recipients, once on the program, to
retain benefits at higher earning levels than
those who have never been on the rolls.

However, -- like previous efforts -- we believe this reform
proposal will engender both liberal and conservative opposition,
and that Congressional enactment will be difficult to secure.
While House response is uncertain, the Senate under Chairman
Long's leadership is likely to move in the direction of reducing
the benefits to recipients under this program, requiring

Electrostatic Copy Made
for eserv onl 7 ses
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mothers with small children to "work off" existing benefits,
and investing the savings in tax incentives (of dubious real
value) for employment of low-income persons both in business
and in providing household and other personal services.

The purpose of this memorandum is to briefly sketch the
political and substantive problems, and assess the desira-~
bility of incremental additions to the basic program. A
brief summary of changes in the basic program is attached.

I. THE POLITICS

There are three fundamental constituencies for welfare reform:

e those who wish to see the overall cost of
welfare programs reduced, producing savings
to the taxpayer;

° those who wish to see benefits to individuals
(both in jobs and cash) markedly increased;

® States and local governments, who want fiscal
relief.

The HEW-Labor proposal does not reduce the size of the total

federal/state welfare effort, in either the long or short term.

The HEW-Labor proposal does provide modest fiscal relief to
the States -- between $1.1 and $3.7 billion, depending on
State choices to help those disadvantaged by the new uniform
benefit structure. $2.5 billion may be a good average figure.

The proposal does provide increased aggregate benefits to low-
income Americans, with 17 million "better off". However, of
existing AFDC recipients, more lose benefits than gain. 6.5
million recipients would be made worse off under the basic
plan with expected state supplements, with an average loss of
$400 per recipient.* We can expect to be criticized severely
for the "worse-offness'", even though 75% of those made worse
off are above the poverty line. Credit for "better-offness"
will be more reserved, because the improvement is largely

* This estimate of those made worse off corresponds to a

$3.7 billion fiscal relief figure. To the extent States depart
from the new uniform structure, with "grandfather" provisions

or permanent deviations, both fiscal relief and "worse-offness"”
would decline. Thus, to the extent a state holds harmless

existing AFDC recipients and thereby mitigates the reduction

in their benefits under the proposed plan, the states at the same
time are effectively reducing their fiscal relief by a like amount.
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We would urge that HEW be asked to explore such options and
report back on Monday.

(2) Work incentives for current AFDC recipients. Under
current law, welfare mothers can disregard from
earned income in calculating welfare benefits:
$30, plus work-related expenses, (including day
care, social security taxes, and transportation),
plus 1/3 of additional earnings. Under the new
program these "disregards" (which are enormously
complex to administer) would be abolished. In-
stead, under the basic federal plan, recipients
would be allowed to flatly disregard 50% of
earnings. However, in the majority of states
which supplement the basic benefit, the amount
of this disregard would decrease proportionately,
to a minimum of about 30%. The result is a clear
decrease in work incentive for women with children
now eligible for AFDC, and a loss of income which
accounts for a share of the "worse-offness".

Recommendation: This problem is essentially unadvoidable
if gains 1n equity and administrative simplicity are to be
achieved. Under the proposal, until their children reach age
14 single-parent family heads are not required to work, are
given a higher basic cash support level than two-parent
families, and are given the same access to job placement and
public service employment if they wish to work. Moreover,
under the proposal the Earned Income Tax Credit makes up for
the former disregard of social security taxes.

One additional change might be considered: Secretary Califano
has recommended adoption of a child care disregard or deduc-
tion equal to 20% of earnings for single parents or the lesser
earner in a 2-parent family, at a cost of $0.5-$0.8 billion.
We would suggest considering this approach limited to l-parent
families. This approach should help in a targeted way to
reduce worse-offness and increase work incentives. It would
parallel the day care tax credit which benefits the middle-
class. Our suggestion would have a smaller cost than the HEW
proposal.
(3) Incentives for private sector work. The proposal
in its present form provides clear incentives for
participants to seek private sector jobs:

o the EITC would be available only to those in
private or normal public jobs;
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However, reducing the age would require increases
in the PSE program, create pressure to fund addi-

tional day care slots and -- more important --
Zﬂ'f /‘,‘1 commit us to the questionable policy that mothers
of elementary school children should be required
'"b/ﬂ;(';" to place their children with others in order to
1 work.

Recommendation: We agree with the HEW-Labor position
that single-parent family heads with children under 14 should be
encouraged, but not required, to work.

(9) 1Insurance for states which supplement. In addition
to immediate fiscal relief, high-benefit states
should also be concerned with protecting themselves
from dramatic increases in the cost of state
supplementation during periods of recession. As
you know, the current countercyclical revenue
sharing program expires at the end of two years.

We believe serious consideration should be given

to a provision which would hold states harmless

for additional costs of supplementary payments,
(below a pre-established ceiling) when unemployment
goes above 6%.

Recommendation: We recommend this approach, which has no
budget impact during times of normal unemployment, and which has
a constructive countercyclical impact in times of high unemploy-
ment. Note that in the low-benefit states which do not supplement,
the basic federal plan would automatically expand in times of
high unemployment. Our recommendation may make states more willing
to accept less direct fiscal relief in return for future protection.

ITTI. THE EARNED INCOME TAX CREDIT

In high-benefit states which will supplement the basic federal
benefit, the structure of our plan would dictate effective
reduction rates for earned income of up to 86% for those in

the not-expected-to-work tier, and 68% for those expected-to-
work. "Tax rates" in this range constitute clearly unacceptable
disincentives to work. Correcting them within the structure

of the plan itself would force either: (1) sharp reductions in
benefits or (2) adding many additional persons to the rolls
with incomes higher than those presently covered. Both are
unacceptable and so a new alternative was sought.

The HEW-Labor memorandum proposes correcting this problem by
extending the existing Earned Income Tax Credit from 10% of

the first $4,000 of earnings to 10% of the first $9,000
(adjusted for family size), phasing out at 15 cents from each
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added dollar. This will reduce the maximum "tax rate" for
those in the not-expected-to-work tier to 66%, and in the
expected-to~work tier to 48%. The cost of the more generous
credit to those within the new welfare system is included in
the basic program estimate. However, taking this approac@
requires providing roughly $4 billion in additional benefits
to lower income persons above the level covered by the welfare
plan. The EITC, intended to compensate for social security
taxes paid by low-income wage earners, becomes, under this
approach, a means of integrating the tax and transfer systems.

Recommendation: If some change along these lines is not
made, reduction in benefits or increases in cost and caseloads
of the basic plan will be needed. We recommend adoption of
the revised EITC as a combined tax and welfare reform initiative.
This would cost $4 billion above "no cost". However, some of
this additional cost might well have been included in our
tax reform effort, because our tax reform package, to be balanced,
would have to address non-taxpayers as well(just like our $50
rebate). In addition, Congress is likely to expand the
earned income tax credit, at any rate, as part of tax reform.

HEW came up with this earned income tax credit notion

guite recently when the benefit reduction rates became

obvious to them. As soon as we recognized this we brought the
Treasury Department into the deliberations and they have now
been meeting with the HEW people to see if this issue can be
resolved. We have encouraged Secretary Blumenthal to write

a separate memorandum to you on this issue and to attend this
portion of the Thursday meeting.

Iv. CoOsT

The original "no additional cost" figure agreed on last May

was $25.8 billion. HEW and Labor estimate the cost of the

basic proposal at $28.9 billion. 1In addition, to make this

plan work, $3-4 billion must be added to the earned income tax
credit benefiting persons outside the welfare system (see above).
HEW would balance the $3.1 billion in additional direct costs
with the following "zero cost" offsets:

® Wellhead tax revenues - $1.3 billion.
(Our Energy Message stated that the wellhead
tax rebates would go to non-taxpayers as well
as taxpayers to offset the increase in energy
costs to the poor as well as to taxpayers.)

e HEW budget savings - $400 million.
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o Automatic savings to HUD from increased
welfare/jobs payments - $550 million.

o} Increased Social Security revenues and
decreased unemployment insurance payments
$700 million.

These adjustments would bring the program within $150 million of
"zero cost".

We would emphasize that -~ regardless of the "zero cost"

analysis ~- the $3.1 billion in additional expenditures and

the $3-4 billion in earned income tax credit cannot be subtracted
from the HEW-Labor plan as it now stands without seriously
damaging its credibility.

Moreover, we have recommended in this memo expenditure of an
additional $1.3-$2.0 billion to correct two serious problems --
reduced work incentives for single~-parent family heads and an
anti-family bias in the filing unit.

We note that there is some disagreement at this point between
HEW-Labor and Treasury on the cost of the EITC and between
HEW-Labor and OMB on other costs. Hopefully these will be
resolved by Thursday.

The proposal contains a provision to increase the federal basic
benefit by 2% per year over a five-year period. This is
intended to restore the 10% cut in the federal benefit made

to accommodate state supplements. The effect of this provision
will be to increase the basic benefit in states which did not
supplement and increase the federal share in those states

which did supplement. The cost of this provision is $3 billion
when fully effective. Given the necessary add-ons mentioned
above, we think you should seriously consider deferring this
increase. However, you should recognize that this will put

off future fiscal relief to the states.

As you will remember during the campaign you indicated

in a letter to Mayor Beame we would eliminate the local share

of welfare costs, and phase down the state's share "as soon as
possible” which I think we can legitimately interpret to mean

as soon as resources permit. In our message I see no

reason not to restate this goal. The first fiscal year

in which this plan will become operative from a budget standpoint
is probably fiscal year 1981. 1If, as we hope, our deficit by
that time has been substantially reduced or eliminated, further
increases would be proposed at that time.
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In light of the fact that Congress will be in recess after
August 6 for one month, you may wish to postpone submission
of the plan until immediately after Congress comes back in
early September, if you are not completely satisfied

with the HEW-~DOL proposal. There are some hard choices
which are presented to you and the HEW computer remains
somewhat in a state of flux with respect to costs and impact
both on states and individuals. If you cannot accept the
earned income tax credit recommendation, and I would urge
that you do accept it, then a postponement is most certainly
necessary. The welfare reform proposal will be one of the
most important decisions you make in the next four years

and a few additional weeks might clarify any questions which
you may continue to have after Thursday's meeting.

The Thursday Meeting

In preparation for the Thursday meeting, we will prepare a
concise list of the issues to be resolved.

Note that Secretary Harris has informed us she does not at
this point agree with inclusion of any HUD funds in the
welfare reform "pot", including the $550 million HEW estimates
would be saved in rent supplement payments from higher jobs/
cash payments.



APPENDIX A
Page 1

Major Changes From The May Proposal

I. Cash Assistance Program

The basic structure of the federal cash assistance program

is unchanged from that presented to you in May. There are
two tiers of assistance: one is an Earned Income Supplement
Tier, which is intended to supplement the income of working
people; and the other is an Income Support Tier, which is
intended to provide basic support for those not generally
expected to support themselves through earnings. The changes
which have been made are caused by the incorporation of state
supplements and the impact of the federal income tax system.

The HEW analysis revealed that permitting states to supple-
ment in any fashion they chose would totally upset the
structure of incentives built into the federal plan and
might increase eligibility and costs. On the other hand,
prohibiting supplements would cause millions of recipients
in high benefit states to suffer a substantial reduction in
their assistance payments. The Department has chosen to
solve this problem by permitting states to supplement the
federal program but requiring them to do so within certain
federal rules. These are known as congruent supplements.

HEW has adjusted the federal benefit structure to make state
supplementation easier. They have lowered the federal benefit
by ten percent. This achieves three things: (1) it reduces
the disparity between the new federal benefit and current
benefit levels in low benefit states; (2) it reduces the
federal and state supplement breakeven points, thereby reduc-
ing the number of beneficiaries and cost; and (3) it provides
funds with which to subsidize the state supplements, which
will encourage the states to supplement and shift fiscal
relief to those states who choose to do so. The federal gov-
ernment would pay 75% of the supplement between $4200 and
$4700 and 25% of any additional supplement up to the poverty
line ($6440 in 1978).

State supplements would be paid through the federal agency
using the federal rules on eligibility and benefit computa-
tion. Once a state decided to supplement the income support
tier (not required to work), they would be required to
supplement the earned income tier and the public service jobs.
This requirement is necessary to maintain the relative
attractiveness of the earned income tier and the PSE job.

The federal rules would also limit the benefit reduction rate
imposed by the state supplement in order to retain the work
incentives of the federal structure. (States could also
provide supplements separate from the federal program.)



The federal tax system also caused problems for the original
plan. If the tax threshold overlapped with the cash assistance
program it would raise the tax rate on earnings for recipients
by an additional 14% or more. Also, the Earned Income Tax
Credit, as currently structured, phases down at a rate of 10%
for income over $4000, which means that it too would raise

the effective tax rate on earnings. These occurrences would
have seriously undermined the work incentives of the program.

To alleviate the problem HEW proposes two changes in the tax
system. These are essentially tax reform issues but have
significant consequences for the welfare reform plan. They
propose that the federal income tax threshold be placed high
enough so that no one receiving the federal cash assistance
benefit would pay federal income tax. They also propose
modifying the Earned Income Tax Credit so that it does not
begin to phase down until the breakeven point of the cash
system. This latter change has serious revenue conseguences
in the income tax system which are discussed elsewhere. The
overall impact of the changes is to make the tax system and
the cash assistance program essentially complementary.

II. Jobs Program

The basic structure of the jobs program remains the same.
Between 1.1 and 1.4 million jobs will be created based on
computer estimates of demand. There will not be an entitle-
ment to these jobs, and if the number authorized proves
insufficient the number will not be increased without a de novo
review of the economic consegquences. Certain changes have been
made in eligibility for the jobs program, the pay schedule,

the incentives toward private employment, and the treatment

of persons for whom no jobs can be provided.

The Employment Service will attempt to find a non-subsidized
job for any applicant. If such a job cannot be found for the
primary worker in any family with children, the CETA system
will provide a public service job. This is a change from the
original proposal and provides access to the PSE jobs to

the single-parent families in the income support tier,
primarily women. Childless couples and single individuals
remain ineligible for the PSE jobs. An eligible applicant
will be required to engage in five weeks of job search before
a PSE job is provided. During this period most of the appli-
cants would probably be receiving unemployment insurance.



The pay structure in the jobs has been altered, with CEA approval,
to provide for some limited promotion and to permit adjustment
for high wage areas. Up to 15% of the workers sponsored by a
local prime sponsor can be paid up to 25% over the minimum wage.
In addition, as mentioned earlier, if the state supplements the
income support tier, it must supplement the PSE wage. The
maximum supplement of the wage is ten percent. The states would
be reguired to absorb the cost of the ten percent supplement. The
proposal has left open who will pay the 25% supplement.

The current plan retains the provision that if a person cannot
be provided with a PSE job he becomes eligible for the income
support tier (flip-up). No one will be flipped-up until eight
weeks have passed in order to insure that a bona fide effort

is being made to provide him with a subsidized or unsubsidized
job. If a local CETA prime sponsor consistently fails to pro-
vide sufficient jobs (evidenced by a large number of flip-ups)
the Secretary of Labor is authorized to designate a new sponsor
for the program. PSE jobs last for 52 weeks, at which time the
holder would be reguired to engage in additional Jjob search.
Job holders would be permitted to exit the program during the
52 weeks to take an unsubsidized job on a part-time or full-time
basis.
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July 27, 1977

MEMORANDUM FOR THE PRESIDENT
FROM: Charlie Schultze -*“

SUBJECT : Round Two on Welfare Reform

The July 25 memo from Joe Califano outlines a proposal
which is considerably refined from the earlier proposals.
Subject to a few important reservations stated below
(mainly in the jobs program), it is a program which meets
the minimal needs of an income support system at reasonable
cost. We feel that on the whole, it is economically sound,
and constitutes a good beginning down the road to providing
incentives to work and maintain families, to correct the
tendencies for uneconomic migration, and to consolidate
the various hodge-podge of Federal programs.

Subject to the reservations below, I recommend that you
approve the package that HEW proposes.

There are, however, a number of specific questions
that still need to be resolved, including the relationship
of the earned income tax credit to the tax reform program.
I urge that the delivery date to the Congress be extended
until immediately after the recess to give us a chance
to work them out.

My comments on specific parts of the package are as
follows:

1. Jobs

Although the jobs part of the program is popular,
it also has the potential for coming back to haunt us
in the future. It is absolutely essential to retain
all the way through Congressional passage, two key
elemanta nf +he jobs program as they are now incorporated
memo. There will be very strong pressure
two elements:



1) The PSE jobs should be paid at wages equal to
or only slightly above the minimum wage level.

KLA’ o If the PSE wage is kept fairly close to the

#hvh’ minimum wage and the number of jobs kept at
;ﬁn 1.4 million, the disruption of local labor
markets and the resultant loss of private
sector GNP and increase in prices will not
be too serious. Otherwise, we will have
serious inflationary consequences.

o If the PSE wage is allowed to rise significantly
’74”9 ab ing wa but a cap of 1.4 million
- jobs is retained, the demand for the jobs will
be much larger than the supply, and many
eligible persons will not be served by the

program.

2) The PSE job program should not be on an entitlement
basis -- a "last resort" job program: we should put a cap on
it and decide the amount of funds annually in the normal
budget process.

o We are embarking on a promising but untried
experiment.

The estimates of the demand for PSE jobs (1.4
Wyummillion) is necessarily tentative; should the
demand be much greater, and should we try to
CIZA‘/\” meet the demand, we could again disrupt
' private labor markets.

(There are several places in the memo which could leave the
impression that we would attempt to create PSE jobs for
all comers).
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In addition, I recommend several specific changes to
the job program as outlined in the Califano memorandum:

7094 |
75,44/ |

i

.

Strikers should be categorically excluded from the
welfare program.

The work test should be rewritten so that all recipients

in the "required to work" category must accept any suitable
private job offered paying no less than the Federal minimum
wage (rather than the Federal minimum plus the State

wage supplement as it is now specified). Increasing

the acceptance wage by even a small percent, raises

the number of people who turn down private jobs for

PSE jobs.

There is a major potential for abuse of this program
by State and local governments (e.g., by using Federal
funds to finance normal government operations). We
strongly recommend that OMB work with HEW and Labor

to devise strong audit and enforcement procedures.

Finally, and most importantly, no State supplementation
to the minimum wage should be permitted except in States
which have supplemented the cash grant above $4,700.

We are already automatically increasing the PSE wage

by raising the minimum wage from $2.30 to 53 percent

of the manufacturing wage. This is sufficient in all
but the highest supplement States (which, roughly
speaking, are the high wage States).

2. Indexing

The HEW memorandum suggests indexing the plan. I
propose that we hold off automatic indexing in the initial

stages:

The Federal cash assistance program will be tied to
the t»v¥ system, which is not explicitly indexed.
IndeXacion of the welfare program but not the tax
system will impede further moves toward integrating
the two systems.

Historical evidence indicates that indexation will
reduce the possibilities for discretionary changes
in benefit levels. Keeping a substantial amount of
flexibility for future changes is important with a
new program whose effect on work incentives and
dependency can only be guessed.
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THE WHITE HOUSE

WASHINGTON

July 27, 1977

MEMORANDUM FOR: THE PRESIDENT 42)
FROM : Jim Parham uuf
Tm

SUBJECT: Welfare Re
Almost exactly eight years ago --- after six months in
office --- President Nixon announced his plan for welfare

reform. For a family of four, it included a basic guarantee

of $1600 per year, a $720 per year ($60/month) earned income
disregard, and a 50 percent benefit reduction rate on addi-
tional earnings. He called his plan "workfare", included a
strong work requirement, but no public service jobs. According
to Tom Joe, the plan included a pledge that no current recipient
would be hurt. The final version considered by the Congress
provided a minimum benefit of $2400 for a family of four, to

be accomplished by a cash out of food stamps.

Adjusted for eight years of inflation, the guarantees
discussed by President Nixon may turn out to be relatively
more generous than the plan submitted to you this week.

In addition to the above, you should note that our
proposed plan:

-— admits to making "worse off" over nine million
current recipients (some say the figure is higher),
over 2.4 million of whom are acknowledged to have
had pre-reform incomes below the poverty level;

-—- causes 1.9 million persons to fall below the
poverty line;

-- terminates eligibility for 6.5 million persons;

-- makes "worse off" many recipients who are working
and utilizing the work incentive provisions of
current programs, although fiscal relief of $4.6
billion is proposed to give states the "option"
of lessening the "worseoffness" of recipients;
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-- targets $3 billion of tax expenditures in the
revised EITC toward families with incomes above
the plan's breakeven point.

Admittedly, such comments as those above put the worst
face on the plan, but the point should be clear.

Given the constraints imposed upon them, the planners
have performed brilliantly and have worked to the point of
exhaustion. In spite of this, however, my advice is that you
reserve judgment on the plan and continue, after giving the
planners a few days off, to seek more feasible approaches to
the following objectives:

1. Fiscal relief rifle-targeted to counties and cities.

2. Utilization of current state expenditures to reduce
//;J' recipient "worseoffness", limiting relief to states
< to nothing beyond a hold-harmless pledge at some

‘%f//"/’ base year.

Y27 /ot # 3. Lifting the minimum federal benefit back to approxi-

mately 75 percent of the non-farm poverty index level.
(It is now down to approximately 65 percent of the
poverty index and is only about 40 percent of the
Bureau of Labor Statistics "lower living level.")

4. Improving the targeting of the revised EITC with the
aim of removing more of the low income "working poor"
from any dependence on the cash assistance rolls.

5. "Hardening" the numbers which describe the costs and
effects of reform. (Right now, there is considerable
dispute among the technical experts as to the effects,
i.e. gainers and losers, number of eligibles, number
of participants, state costs, etc.)

I continue to believe there may be some advantage in
dividing the "income maintenance" question into at least three
segments:

-- manpower training and development for those who have
had only a marginal connection to the labor force;

-- a tax-based subsidy for the working poor families;

-- welfare grants for those who cannot be expected to
be self-supporting.
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In this connection, you might consider sending the
Congress three separate messages and sets of legislation:

-- The jobs component. You might indicate, in effect,
that your "program" has already begun, by virtue
of the stimulus package, the emphasis on targeting
CETA VI opportunities to the low income group, the
development of project jobs which will provide in-
valuable experience to us, etc. We could talk also
about the three to four million persons who will not
require welfare support because of this work opportu-
nity, the value of the services they will produce, the
multiplier effect of their wages on state and local
revenues, etc.

-- The EITC and the working poor. You might describe
them appropriately in appealing terms (devotion to
work ethic, inability to overcome lack of education
and skills, inequity to their children, desirability

of avoiding "welfare" status, etc.), and indicate
other tax reform initiatives of benefit to low income
families.

-~ The residual welfare group and the problems that must
be faced in creating a set of national standards.
The third message would also include a comprehensive
review of the total problem of "income maintenance"
and document the necessity for moving on a broad
front.
Such a phased approach would provide a way to secure
time to refine and harden the numbers regarding "costs"”
and "effects" without acknowledging any real postponement.
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THE WHITE HOUSE

WASHINGTON

July 27, 1977

MEMORANDUM FOR: THE PRESIDENT

FROM: STU EIZENSTAT 87&(/

SUBJECT: Secretary Harris' Memo on
Housing/Welfare

I think you should be aware of the following points while
reading Secretary Harris' memo:

(1) To the best of my knowledge, no one at a higher level
in this Administration has ever proposed a massive cashing
out of housing programs. It was simply one option put
forward by joint OMB staff in the joint OMB/HUD study of
housing policy which you requested during the OMB Spring
Review.

(2) The welfare/jobs proposal will increase the income

of low-income Americans. Since recipients of subsidized
housing receive subsidies based on income, expansion of the
welfare program will result in savings to HUD.

Secretary Califano does recommend that these increases --
on the order of $400-$500 million -- be returned to HEW
for use in the welfare program rather than retained by
HUD.

(3) In addition, a strong case can be made for counting

a modest share of rent subsidy payments (perhaps 15%) as
income for purposes of computing benefits under the new
welfare system. Clearly this "imputation" should not be

so great as to become a disincentive for participation in
subsidized housing, but a moderate imputation could better
integrate HUD subsidy with the welfare reform proposal and
somewhat reduce the discrepancies in transfer payments between
those who receive only welfare and those who receive both
welfare and housing assistance.

However, my understanding is that Secretary Califano and

Bert Lance do not intend to recommend this approach to you --
ﬂk’?‘-. nor, in the light of events, do I. It is not worth the political

fight.
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MEMORANDUM TO: The President

SUBJECT : Housing Policy and Welfare Reform

Implementation of the Department of Health, Education
and Welfare's proposed housing budget contributions to
welfare reform costs would constitute a fundamental change
in this country's housing policy. This "back-door"
approach prevents full and serious discussion of the role
of federally subsidized housing in strategies for urban
revitalization, racial desegregation, economic stability,
employment, and providing for individual needs. Each
of these elements must be considered in determining
whether there should be a federal housing policy, and what
that policy should be.

First, each of the HEW proposals to redirect housing
expenditures to welfare reform rests on a false premise
that provision of subsidized federal housing is "inequitable."
This is untrue. All potential recipients (i.e., housing
deprived income eligibles) have equal access to the federal
housing programs; budgetary constraints simply prevent HUD
from serving all eligible households immediately. In fact,
after Fiscal Year 1978, 18 percent of all eligible persons
will be served by the federally subsidized programs.
More persons would presently be served if the past Republican
Administration had not virtually eliminated subsidized
housing for three years. Moreover, just as only a portion
of the eligible welfare population is expected to receive
federal welfare benefits, so, too, the participation rate
in the subsidized housing programs is expected to be less
than 100 percent. The available data indicate a partici-
pation rate of approximately 50 percent, which means that
after 1978 HUD will be serving over 30 percent of its
potential participant population.






o There is considerable evidence that under cash
grants without regular inspections, units will
deteriorate below decent housing standards, with
resulting neighborhood deterioration. An earmarked
housing program with periodic reinspection require-
ments 1is necessary to ensure that housing continues
to meet minimum standards.

o Housing markets are extremely diverse. 1In tight
markets, raising incomes even to gquite high levels
(e.g., $8,000) would not be sufficient to support
new construction or properly maintain units.
Moreover, increasing cash payments with no increase
in supply may result in an increase in rents. 1In
loose markets, adverse neighborhood conditions will
in many cases make owners unwilling to undertake
rehabilitation without incentives.

Each of HEW's specific proposals for incorporating
housing in welfare reform is unacceptable.

1. Apparently, even HEW now rejects the original
proposal to eliminate subsidized housing 7&“40“’
programs and distribute the funds made
available to all persons eligible for welfare )71A4¢£—
payments. This proposal would have virtually
eliminated the possibility of any improved
housing supply for poor people.

2. The use of a flat tax on welfare entitlements
for recipients living in assisted housing is
a de facto method of increasing the share of
income spent for housing by the poor above
the statutory 25 percent. Application of an
off-setting tax of 15 percent on net welfare
payments, as proposed by HEW, raises the
effective rent paid by recipients in the
following way:

Without Tax With 15 Percent Tax
$3770 basic entitlement $3770 basic entitlement
943 rent at 25% -566 tax on housing

3204

801 direct rent charge
at 25% of cash income
+566 implicit rent charge
1367 total rent paid
= 36.3% of total income
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MEMORANDUM TO THE PRESIDENT

FROM:

Peter Bourne

SUBJECT: My future responsibilities.

meeting, by memo, or in some other manner so that what
has been a difficult and ambiguous role in the past is
clarified.

4. One specific issue on which I need your assistance
relates to international health activities. The study
which I currently have underway has been going on for
four months and is nearing completion in September,
with a report to be provided to you. Up to this point
we have had total cooperation from all of the agencies.
Now especially since the demise of ODAP was announced
my authority to conduct the study is being questioned,
and the State Department in particular is declining
further participation unless they receive some written
endorsement of my role in this area. I am attaching
both an organization chart showing the structure of
the study and a draft memo from you to members of the
Cabinet which Jack Watson and I had originally planned
to ask you to send, but which we decided against bother-
ing you with as long as the cooperation was so good.

I would 1like to ask that you send this memo or a similar
communication so that my credibility could be reestablish-
ed and the study can be completed.

5. Under the present reorganization plan I would have

4 people from Stu Eizenstat's office assigned to me.
These presumably would be my Secretary (Sara Seanor),
my Administrative Assistant (Ellen Metsky), one person
to work on drugs, and one person to work on human needs.
I have several concerns with this arrangement:

(a) There are serious symbolic problems for me

in being the only person in the White House who

does not even have a secretary directly assigned

to them. It would cost no more and would really
make no difference organizationally for these people
to be assigned directly to me.

(b) Although it does not bother me particularly,
the Congress is going to give me a hard time next
week about in effect having only one staff person
working on drugs.

(c) I know everyone wants more staff positions
and, of course, so do I. I know also however,
that you are trying to maintain a tight ceiling.
On an attached sheet I have suggested what I



MEMORANDUM TO THE PRESIDENT

FROM: Peter Bourne

SUBJECT: My future responsibilities.

consider a minimal staffing pattern after ODAP
is phased out. My job is a substantive one and
without substantive back up I am concerned my
value to you will be significantly diminished.

6. I would like to be more actively involved in the
overall functions of the White House. Specifically I
would like to attend the Tuesday morning Staff Meeting.
I am not sure what the arrangement is for attending
Cabinet meetings, but I have never felt free to be

there. Part of
like as part of
more integrated
would result in
meaningful.

PGB:ss

Attachment

this may be my own fault, but I would
the redefinition of my role to become
in various ways as I feel that this

my contribution to you becoming more



FUNCTIONAL STATEMENT - PETER BOURNE

I would like my role to encompass the following functions.

(1) To advise the President in the area of basic

human needs especially international health, shelter,
nutrition, education, family planning and international
disaster relief.

(2) To advise and counsel with the Assistants to the
President for Domestic Affairs and Policy and National
Security Affairs, the Director of the President's Study
on Government Reorganization, and other Presidential
advisors.

(3) To actively pursue, as I am already doing the
vehicle of international human needs in bringing us
closer together with the fourteen countries with which
we do not currently have diplomatic relations.

(4) To work closely with multinational organizations
including especially the U. N. organizations dealing
with the international human needs area. To be for
instance the lead person in the White House for the
International Year of the Child.

(5) To serve as the liaison person with the private
sector on issues of international human needs.

(6) To act as a Presidential emissary overseas as I
have done in delivering Presidential statements to
international bodies, and in representing the President
with officials in other governments on these topics.

I would also serve to advise the President on a continuing
basis on the issues of drug abuse and mental health.

Desired Staffing

Deputy

Human needs Professional
Drug Professional
Administrative Assistant
2 Secretaries
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